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REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 


THE OUTLOOK FOR RECOVERY 


tion and only began reaching the whole economy in the second quarter of 

last year. Business activity according to the Cleveland Trust Company 
is now .6 percent below normal. Gross National Product, or GNP, charted on 
page 124, is the money value of all goods and services sold for final consump- 
tion in the United States. During the second quarter of 1960, GNP reached 
$505 billion only to level off at $503.5 billion in the second half of the year. 


7 HE current recession showed itself very early in residential construc- 


Most people have a difficult time imagining what $500 billion represents or 
what it means to the economy to see a decline of $1.5 billion in this amount. 
The percent of the work force unemployed is readily grasped by everyone. The 
chart on page 124 shows that unemployment (seasonally adjusted) is now 6.8 
percent. The consensus of opinion, if there can be one, seems to be that under 
normal circumstances about 3 to 5 percent of the work force will be unem- 
ployed. These are the persons transferring from one job to another or first 
entering the work force. Currently, fewer persons are unemployed propor- 
tionately than were unemployed during the 1957-58 recession. Up to this time 
this has been a very mild recession, except in residential construction. 


In this market the story has been entirely different. According to our 
chart on page 120 the 12-month moving total of 1- and 2-family dwellings started 
has been falling since October 1959, about 3 months before other indicators be- 
gan falling. It is still declining. 


A mechanical approach would say that FHA applications for insurance and 
VA appraisal requests should be good indicators of an upturn in housing starts. 
That is because the requests and applications precede FHA- and VA-inspected 
starts by about 3-4 months. To date these have still shown no sign of recov- 
ery. The timing for the 12-month moving totals of each of these figures is as 
follows: 


Turned Up Turned Down 
FHA applications June 1957 July 1959 
VA appraisal requests Apr. 1958 Apr. 1959 
1- and 2-family housing starts May 1958 Oct. 1959 





We are not interested in post mortems at this point. When will the recov- 
ery come? It has already started working. Let’s look at some of the reasons. 
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Housing demand is dependent upon its price, family incomes, borrowing 
terms, interest rates, and population and household growth. Look at it this 
way. There is a certain amount of housing that the population would like in any 
year. If it is greater than what is available, new construction will take place. 
If itis less than what is available, vacancies will rise, and new construction 
will fall off. Since the purchase of a house is postponable, consumer confi- 
dence about the future is perhaps the most important factor in the short-run 
outlook for the demand for housing. Even if prices and other factors encour- 
age demand, a decrease in consumer confidence could offset these factors so 
that the increase in demand would be postponed for a while. 


Real estate prices of existing houses reached a peak of 130.8 in July and 
August of 1960 and have declined since then. The cost of a six-room frame 
house new reached a peak in February 1960 of $19,609, and in spite of in- 
creased labor costs has continued down to a level of $19,339. This 1 percent 
decline in price, according to a recent study, should increase the quantity de- 
manded of total housing about 1 percent, if all other things remain equal. 
Since new starts are about 2 percent of the total amount of housing, this would 
mean an increase of 50 percent in new construction. Only about a third of this 
would be constructed during the year of the decline in price. Of course, other 
things do not remain equal. As we said before, a lack of consumer confidence 
could offset such an influence. Incomes of the average family, if anything, 
have fallen slightly. Population, however, continues to increase. There are 
182,257,000 people in the United States. This is about 1 percent more than 
were here in April 1960, when the Census was taken. 


Most news items, then, show automatic adjustments are already under- 
way. Interest rates on real estate mortgages, however, increased again to 
6.226 percent (see chart on page 126). Since this is an average of recorded 
interest rates, it lags the current market rate by 2 to 6 months, and therefore 
reflects the tone of the market during the fall. Mortgage money is more avail- 
able and should begin to force interest rates down somewhat, if it has not al- 
ready. 


In the first place, the lower level of housing starts and real estate sales 
has meanta decline, in the demand for mortgage loans. Mortgage activity, 
charted on pages 122 and 126, is now 61.5 recorded mortgages per 10,009 
families. This is 4 percent less than it was a year ago. 


The government may try to take credit for lowering the interest rate on 
mortgages because it lowered the ceiling on FHA-insured mortgages to 53 per- 
cent and has tried to use moral suasion on the savings and loan associations to 
lower dividend and loan rates. These actions, however, would be ineffective 
unless the market had already been easy and receptive to decreases in interest 
rates. 

(cont. on page 125) 
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(cont. from page 121) 

Federal Reserve actions have increased the money supply from its May 
1960 level of $137.5 billion to its current level of $141.3 billion. This has in- 
creased the availability of funds for investment opportunities. If business 
bites, and it should, investment expenditures will increase, lowering unem- 
ployment, and increasing general business, construction, and real estate ac- 
tivity. The speedup in urban renewal and highway expenditures will directly 
increase total construction activity. 


Thus, the recovery, which has already started, will show itself with in- 
creases in business activity within the next 6 months. 


FARM VALUES -- Data on farm real estate prices have just become avail- 
able. From November 1959 to November 1960 farm values per acre increased 
a slight .3 percent. The range for States was from +4 percent to -7 percent. 
The increases seem to be in the southern and western States. The decreases 
are concentrated in the Corn Belt States -- particularly Iowa, where values de- 
creased 7 percent. Nearly 50 percent of the reporters from that area thought 
that there would be a further decline in prices. This will probably change with 
the announcement of increased price supports for corn. 


Percentage Change of Farm Values per Acre 


NOVEMBER 1959 TO NOVEMBER 1960 
©) by ROY WENZLICK RESEARCH CORP., 1961 
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ROY WENZLICK INDICATORS OF THE REAL ESTATE MARKET 


REAL ESTATE ACTIVITY MORTGAGE ACTIVITY 
Numbe! Voluntary Number of 
Real Estate Transfers Mortgages Recorded 
per 10,000 Families per 10,000 Families 
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REAL ESTATE SELLING RESIDENTIAL RENTS 
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COST -TW TORY AVERAGE INTEREST RATE 
SIX-ROOM FRAME HOUSE Recorded Mortgages in 
St 11 Major Cities of the United States 
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